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Business Financing in 1960
Fixed Gapital Demands Remain High—Working Capital
Needs Shift—Supply Conditions Eased

BUEINESS corporations generally
maintained their end of 1959 financinl
pogition in the first hall of 1960
Profits hove moved in an irregular
fashion over the past year and mince the
first quarter have tended lower as
profit marging came under pressure,

" With dividends muainteined, earnings

reteined in business have been lowered.
Depreciction set-asides reached a now
high, for the most paré reilecting the
cxpanded cnpital bose, end the com-
bined gross internal flow of equity
funde—retnined earnings plue deprecia-
tion wns close bo the carlier
top but with ths contribution of the two
mujor sourses differing.

The volume of long-termn capital
raised in extornal markels by business

. firme has bean fairly steady in the last

yonr ond & hall, though redyced from
the heavy financing carried on during
the previous busincss upswing in the
1956—57 peried. {See chart.)

The eombined flow of intarnal and
externnl long-terrn  capitnl financing
in the first hall woe at a sensonolly
adinsted ennoal yate of $40 hillion for
all non-finaneinl corporations, about the
same ne in 1957 and 1959, and roughly
$3 billion more thon in the 1958

Tocession pericd.

The ecurrsné requirements for such
funds for fixed capital expenditures nre
subatontially higher thon in 959, and
plans for sueh investraent in the assond
holf of this year involved o further

. ncreaza over the first-holf resulis.

The cushion of corporete ligmd funds
was an unportant inflaences in finnneng
the 1950-60 buasiness advance, snd in
the 12-month period snded last June
corporets manngers drew down ther
Liguid seset holdinga to supplement the
rocord volums of long-term financing.

Working copitel higher

Capital raquirements other then for
plant snd equipment end liquid saset
ownerghip—basically for building in-
ventoriea and financing customers—
hove been exceptionally heevy in the
paat twa yeors of cyclicel advones, with
the exponsion pressure sustalned nt o
relatively oven pace after allowing for
the vsual seasonnl influences and such
spevial factors as the pre-stee! nnd poat-
strike build-upe and the strike-related
tapering of demands. In the year
ended last June, nonfinancial corpora-
tions eddsd close to 530 billion In
working copital asseis other then liquid
resources., ‘Thiz woaz 32 billion meore
than in the preceding year and in the
year ended June 1957,

The most recant expansion in such

worldng capitel was exceeded only in the
12-month period through June of 1066,
when the addition came close to $25
billion. The grestar inventory build-up
in that earlier period largely accounts
for the difference. The increase in
terms of the book volues of over §8
billion during the yoar ended Juns
18566 wos about doubla the inventory
nooumulation observed in the last
12-month period.

All in &ll, the rocent Ainanciol picturs
for corporais business hns confortned
fairly closely to that which is typically
experisncad in poriods of ayelical ad-
vanes: shorp increnses in fived and
working capital aszetz and the con-
comitant prezsures for both long- and
short-term funds; expansion of internal-
Iy genarated funds and yet substantinl
need for externnl fAnaneing; the net
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result of improved liquidity ns cash
assats wers accumulated, and later, the
using up of such resources to meat still
ezpanding needs ns internol fnancing
lavela off,

During this period, the external fi-
nancing supply eemditions traced a simi-
lor cyclicol conformity, During the up-
swing when capital demands threatenad
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BURVEY OF CURRLENT BUSINESS

to become excessive, the monetary ou-
thorities moved to restrain the sxpan-
sion of bank credit ond borrowing costs
rose to postwar highs,

As demands leveled after Jast winter’s
upawrge, credit condilions sased consid-
erably and thia ensing was fostered by
the central bank actions utilizing ull ma-~
jor tools ovalable—reduced discount
retes ¢ member banks, open market
operations to provide exira reserves,
and mest recently, a lowering of reserva
requirements, The impact of these ac-
tivities is atrikingly apparent in the free
reaarve pogition of member bunks which
emrrently shows an improvement of
close to 31 billion as compored with o
year ago. (See chart.)

The curreni picture

Racent developments have acoentu-
nted the usunsl problems sncountared by
byzinesa firms. The reduction in profic
marginz, with dividends maintnined,
hns hiad its impact on retained earnings.
Fundg eot ngida from deprecintion allow-
ances sre continuing higher but it is
doubtiul that they have made up for tha
drop in earnings from the peak. Mean-
while fixed capital outlays of business
are echeduled to ba higher, Thus, thers
is a substeniielly Jassened volamne of
funds availablae for working capital pur-
poses from internal sonrces.

At the snme tima, reduced expansion
on cwrrent account, which is alresdy
evident in the inventory pictura, dimin-
ishes the need for ndditional funds to in-
crease the working capital of corpora-
tipne, This is mirored in the nren of
short-term financing by reduced bank
borrowing for businesa purposes,

Cosis of borrowing reduced

In ihe second and third quarters signs
of such tapered demand hoeve been ap-
porent, Comlbined with actions of mon-
otary authoritiss, this has meant that
the cost of borrowing hoa sased off from
saclier highe. So far this has been moat
spparent in the short-term area, with
banks reducing their pmme rate in

Auguat,

Fixed chorpes on humnms incoma—as
reflestad in intarest paymoents—havn
nlzo risen to new highs, na o regult of the
cxpansion of debt and higher avernze
interest rates being paid on outstanding
debt. At the recenily experianced proi-
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ils volume, such charges represent the
highest relative share of postwnr corpo-
rata earnings, though they are still well
below those for the comparable prewsr
period of prosperity in the late twenties.

Aveorage costs of oulaide equity fi-
noncing bave moved bigher racently as
a result of the dacline in market prices
of equity iesues, Howevsr, ns of mid-
1880, such coats were still low by any
postwar experience prior to 1959, 3cock
prices had rigen sharply sinca the late
1940’5, While dividends and enrnings
slae moved upward over this intervel,
stock yields in 1859, abaolutely and in
relotion to borrowing costs were the
loweat for the poatwar period.

Liguidicy pattorns

In general, corporate business has
mpintained a relatively hguid position
through mid-1960, The build-up of
cnsh and U5, securities in the 1958-59
period ond the modest liguidntion more
rocently left business firms in the aggre-
gote with such resowrces mt a lovel
comparable with the needs indicated
by the higher volumea of business sales
and activity. Thers haa, however,
been some shifting in these resourcea.
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Tha manufasturing group, which has
been in the Jorefront of recent dynamic
agpacis of business change, saw ity
lLiquidity position redueed through mid-
1058, Thera wes acme improvoement
in the susceeding 12-month period but
thia haes subsequently been reversed,
and this meant the ueing of liguid funds
in the past year. The recant move-
ment. hes laft manufacturers as a group

SURVEY OF CURRENT BUSINESS

in about the same relative liquid asset-
siles position as they were in mid-1957,
which represented the low for the post-
wor period.

On the other hend, non-manufactur-
ing concerns—more particularly thosa
desling in distribution cheonelz—have
maintained s considerable portion of
the improved liquidity which waa suge
tained through mid-1959.

Sources amd Uses of Corperate Fumds

Up-to-date Tegularly published figures
for corparcte sources and usea of capital
funde ere sbown in tables 3 and 4
through June 30 of this year. Sincs
these figures are not adjusted in detadl
For gensonal influences, they may per-
haps ba maost usefully eompared taking
12-month intervals ended June 30.
Such n combination for recent years ie
nbout the clesest approximnation avail-
nble t» cyclical recoveries and reces-
sions. In this conbext several inteareab-
ing featurss stnod out and may be
briefly reviewed.

Longaterre financing

In the last 2 years, mora than 50
percent of the $40 billion anoual totals
of Iong-term fnancing has been pro-
vided internalty through the investment
of deprecistion allownneces. These
funds have stcadilly expanded in ab-
solute ond reletive terms ihrovghout
the poetwor period. However, the an-
nual new incrament ja surrently elose to
$1 billion comparsd with 32 billion of
ndditional new funde obtained in the
mid-1950Ws. This reduced amount of
inerement, despite racord or near-record
additiona to gross capitol base, reflaste
the cheaging pattern of deprecintion
charges ageinst cwrrent incoms. In
that eorlier period depreciation allow-
ances were being swelled by the fast
writenffe permitied on defense-related
facilities. Baginning in 1955 the cul-
off in the Korean 5-year amortization
progiam brovght o tapering in funds
from this soures and at the eurrsnt time
virtually all of the facilities on which
snch nmortizetion was granted hove
boon fully amortized. However, sinca
1955, o modified form of aceslerated
amortization on new frcilities permitted
to business firms generally bas served

to raise deprecistion charges, but in the
Inat severnl yeora the impact of this
change hae been offeet by the reduced
avoilebility of funds under the Eorenn
Drogram.

COriharsources of long-term finnacing—
retained earnings nod securities market
gales—hnva been sizable, but goenerally
speaking, meore sensitive o fluctuntiona
in gensral buginess. Eetnined enrnings
in the pasé 2 yeors bave avernged
cloge to $8% hiliion a year, up moder-
ately from the 1058 recession low of
$6 hillion but well helow entlier highs
of $13 Wllion in 1950 and §11 billion in
195350,

Muarket financing steady

The nat inflow of long-term corporate
funda rpised in the capital markets
and from other inatitutional eowrces
has held steady in the last 2 years at
about $i¢ billien annvaly, While
these solee compared favorably with
aly oxperience prior to 1958, they
wers dowe from the total reised in
105657 and wera less than in ithe
1968 recession period when many
finanecing plane entlier srrenped wore
carried throvgh.

In the most recent period, finanqinl
concarns—largoly  investment and
finanee coimpanies—have expanded
their recowrse to long-term capitul
markats, Mutusl funds have shown
o espesially atrong prowth trend.
Thess firms do not, generally spoaking,
provida a neb new inflow of cepital
to the univmse of corporntions of
which they ave o pare, gince the pro-
ceeds of theirsecurity sales ave typically
channaled B purchnses of exisling
corporate iszued. However, by pro-
viding a ‘medium for investment by
the emaller seale investors, the netivity
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of such firms imparts o Auidity to the
raving-investment pracess which nids
in the finnneing of business capital
raquirsrnen .

Manufacturers reduce dernands

Among othar major users of the
long-term.  sacurities markets, recent
tendencies have heon in the direction
of redvced net sales. Maonufocturers
in portisular ent bock their net new
jssues in 1960. Typically thess con-
cerns axpand their nse of such financing
in the late recovery period but cut
back sherply when capital expenditures
are reduced in the recessicn. They
glso find little need for external long-
term financing in the early recovery
period when internnlly genssated funds
arerising. ‘Therelatively light demand
of manofacturers as represented by
net naw issues in the pass year con-
trasts rather markedly with expanding
capital demnnds at comparable stages
of the upswings in 1951 and 1986-57.
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Nat proceeds t0 corporote business
from the sals of stock issues do nok
show any epecinl cyelieal pattern.
Net new stock issues have voaried in the
$3 to 34 billivn renge in the last 4
Fearms, compored with o renge of $2-3
billion in tha preceding 4-year pariod
and on average volume of $1¥ billien
sarlier in the postwar period. Much of
the underlying growth tandency over
this interval Bns reflected the growing
importance of mutuzl funds whose
iesues do not represent o neb nddition
to the inflow of corporate equity funds.

Steings in dobt financing

A lagged response to cyclieal condi-
tions ia apparent in loog-term debt
financing and hara, a8 already indicnted
for total security snles, the fluctuating
slament is contributed by the shifting
demand of moaufacturers,

Working capitol shifts

By far the most wolatile napect of
sorporate finaneing is sesacisted with
chonged woriting capital reguiraments,
Note in tehle 1 that in the four up-
swings, additions to current assets have
been quite sharp snd in the twe most
recent instances—1986-87 ond 1959-
60—ocgpecially larga. In contrast, dur-
ing recession pericds, expansion of
current naeeta ia halted.

These ewinga are, of eourse, mirrored
in the chanping paitern of shore-tarm
dabt. It will be notod, however, that
in the upswing, the expnnaion of current
asgete substantially excoeds the growth
of short-term: Hobilities, and that in ehe
recesgion period the continving avail-
ability of new lang-term resources per-
mits sizeble redustions in eurrent lia-
bilities while businesses are maintain-
ing relatively steady their ownership
of surrent nssets.

Features of current assets picture

Az is wall kmown, swings in inventory
investment aré o mojor feature of
syclieal developments and such finnne-
ing demanda need no further review nt
this poiat, except to note that in the
eurrent pericd demand for incrensed
inventoriss at tha moment iz no longar
the lorge expenczionary feature which
it Bine beon in the most recent quarterly
periods. Corporations wera adding
more than $4 billion 4 year to their
inventories in the past two Fyears,

SURVEY OF CURRENT BUSINESS

though at varying ratea within thess
Fears.

Ameng other worldng capifal nseds,
expinsion of trade credit by corpora-
tiona hos been of growing importance
in recent years. In this coniext it is
perbapa most uesful to eliminate inter-
corporats transactions which for the
creditor requires Ananeing but for the
debtor corporation reflact s sonree of
avuilable eredit. For eorporatione as
an aggregnts, only the nat expansion of
recsivables over payables reflects a
corporate financing requirement and a
source of funds for nomcorporate cus-
tomers.

There are two principal groups of
customary seaking temporary financing
from the corporatienz—consnmers nnd
business. The net axtension of corpo-
rate credit to thesa customers for tha

Ootobor 1060

recant period, as shown in the accom-
panyicg table, bhes been substantial in
ench instance. Consumer financing wasa
definitely reaponsive to cyclical influ-
ences in the 1950's, expanding rother
sbarply in recoveries, and leveling off
in the recession period. In the year
ended lasi June, such finsocing came
to 52X billion which was the highest
net credit oxtension of this kiod in the
postwar period,

With the tendenoy to higher coatz of
borrowed funde in the 195860 period,
corporats mansgament has mads an in-
tensfve drive t¢ keep non-intersst bear-
ing cash reserves st a minimum. Thus,
a8 liquidity rose with the general level
of activity, corporetions tended to in-
vest in short-term Government secu-
rities rather than to secumulsts money
assata. In the 2 years from mid.1058
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to mid-1%60, eash resouress were main-
tained stable at $54% billion and hold-
inps of U8, sacuritizs inereased from
$15.3 billien to $21.7 billion.

Short-term financing

The recent potlern
corporaie finaneing has

of shori-term
boan affected,

Tahle X —Sonrces omd

SURVEY OF CURRENT BUSINESS

first and foremost, by the eyclical and
other special aspects which have fen-
tured working capitsl needs, and sec-
ondly, by changes in the income tnx
laws.

Az alrendy indiczted, the rapid ex-
pension of ourrent. assets sines tha 1958
recesgion was throngh mid-1960 mir-
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rored in o persistent demand for bank
eredit, featured in particular by manu-
facturers’ requirements. This indus-
try—and more partionlarly, durable
goode produsers—axpended their short-
term bank borrowing at a relatively
steady pace until lost midyenr. With
invantory needs shifting as indicated in
the review of thizs subject elsewhers in
this i=sne, such oredit needs have no
longer been pressing, and in the third
guarter of the year it appoors that
manufacturers were reducing Fhoirout-
standing bank debt.

Effect of tax luw chengs

Sinea 1955 large corporetions have
beon required to change graduatly to a
more poy-ns-yoo-earn basis. As a re-
ault, through 1950 there was a more
than usunl drnin on working copital.
Now that the shifi-over hns besn com-
pletad, tax payments in &ny Year are
more closely related to current period
acertinle,

The shift in payments hos alao served
to even out the flow of tax paymenis
from the axireme conditions prevailing
parlier when the entire amount of tax
due hod to be peid in a half-yenr period.
Currently the law stipulntes four equal
guarterdy payments beginning in the
third quarter of the tex year. Soms
seasonal influence still persiats, bow-
sver, bacnuse of difficuliies in estimnting
toxes before the full year resulta are
knowa.

Toble 4 —Sourpes and Usea of Corporate Feods by Industry, Yeara Ended Jume 30, 193 7=00
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